by L. Jay Atkinson <

The Housing Market

T]E[E- styong market for new houees has been an importaut
influence in the expanzion of business activity since the
and of Werld War I1.  For nearly a4 desade no significant letup
has cecurred in residentizl construction, snd the number of
vonfarm housing starts hes exceeded 1 million in each of the
past 6 years. .

The current sibuation is one of very active demand. The
number of staris wes at 8 sessonally adjusted annyal rate
of 1.4 million for the first quarter of 1955 followmg g markead
advance in the latter gla.rh of 1954. Tmmediate prospecis are
reflaotad in considera hi%mr VA appraisal requeste than
8 year ago and somewhat higher FF]I applications. The
rise in residential construotion sctivity during the course of
1954 followad a general easing in the money market beginning
in the ]acter part of 1952 and a subsequent easing in mortgage

financing. -

Thenllgtter has taken the foym of more ready availability
of. muo fpz with liberal credit terms, chiefly those guaran-
teed or insured by the Federal Government, A substentisl
reduction has been made in minimum downpayment require-
mentz. Some lengthening in the amortization period for
morkgzages and a reduction in interest rates for conventional
mortgages have gleo ocourred. The [iberalization of eradit
terms has had a stimulating influence rpon the purchese of
new houses,

This arficle reviews some of the inflnences affecting the
demsnd for housing including such physical factors as popus.
lation growth, nge distributicn, household formation, and
migration a8 well as snch economic factors as inenme, iiquid
assaty, and mortgage cing.

Inﬂuenm of population growth

A basic sspect underlying the demand for housing is the
nead or space requirement of the population. Such a require-
ment depends both upon the total number of people and the

ing charasteristics of the pepulation—age distribution,
h]:rg rate, new family formation, and the mze of family or
of household. -~ ]

Total population is inereasing about 1% _Ipercant Per year,
or sbout twice as fast a5 in the decada of the 1930'5. In
terms of sotuel numbers, as shown in the lowar panel of the
eccompanying chart, population of the United States is now
ingreasing about 23 million per year. This is ebout 3 times
the averape annunl incresse doritg the decads of the thirties,
and about 50 parcent abovs that of the twenties.

The curent rate of population increase 15 about equsl to
that of the early 1920's, The rate of growth was decl
during the twenties with & vory substantial fall in the birt
rate during €hat period. The birth rate continved to decline
for o few g‘em aftar 1930, snd then recovered very slightly
between 1955 and 1840. (See upper panel of ammpn%ﬁnﬁ
chart.) It rose during tha war years, and soon aféer Worl
War IT advancad sharply to a rate about, equal to the mid-
1920’5, and has averagad close 1o this rate in the past dacade.
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The upsurge in births in 1847 followed the record nuwbaor
of marriages at the and of the wur, snd was moajnly an od-
vance in frst bigths, Since then, however, the merrin
rate has dropped bock below thet of the lata 1930's, but ¢
birth rate has been sustai by successive advances in
second, third, and fourth births. Although other measures
of housing requirements dis¢ussed below show verying ten-
deneies, the pressurs of rapid increase in total population is
ally expansive influence upon o,

he growing nead for more hou space, accompanied by
high income and favorable conditicns,
hes contributed pot only to the high rate of resdentis] con-
struction 25 4 whole and record expenditures for additions
and alterations, but alse to & more rapid growth in one-

The rate of population growth is as
high as in the early twenlies
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family houses than in multifamily units as a part of the

general suburhanization movement

For a number of yems ofter the war, the emphasis had
beeny npon relatively small houaes, with special fnancing
provigions inwroduced in 2250 for “aconomy” houses within
the budget of moderate income families. In more recent
vears, howsver, thers has been some movement toward
1 houges as many families hava ovtgrown their accom-
modations, The median area of new amgille-fﬂ,mﬁy houses
insured by FHA has risen 10 peresnt in the past 5 years.
In recent wears, there has aleo bean a decline in constrizetion
of multifamily units, particularly the smaller fypes, and

vernmental guaranty and insuramce of these projects has
been eurtailed. Limited surveys hove suggested some
inerease in vacencies for rendal housing in certain metro-
politan areas.

Shifts in Age Distribution

An important sonsequence of the changing rate of popula-
ton growth in the pest generation thai affects housing
requiremente iz & shift in ags distribution. This shift stens

rimorily from two developments (1) the long decline in the

irth rote in the twenties and thirties and the subseguent
axtended advance, and {2} the incvense in life expectsney,
which has heen eapecially marked for women,

As shown in the accompanying table, the trough in births
during the 1930’z githor hmits the sdvance or brings aginal
declines in the variona age ups whenever those bom

during the 1950°s "pass through' & ziven bracket. The
small annual clagses are followed in twn by a snnual
clngses born during and after World War IT. e are now

exporiencing o sustained risg in the popujation under 20
years of ace, wherens the nomber in the aﬁg gronp 20 to 34
is currently declining snd will show no substential advance
until! after another docade s passed. Moeanwhile large
relative advances are ocewrring for each of the two alder
groups, with contineed rapid rise in prospect for those 65
and gider. The latter incresses have ial sonsaquances
for housing requirements which are discussed below in
connaction with changes in households,

New family formation

One pgpect of chifts in aps distribation whieh is especialiy
relevent to lousing requiremenis is its hearing upon the
changs in new family formation, which in turn is clns%
related to changes in the nrmber of housaholds.  Thae birt
pattarn of the past is the primary influence affecting net
new family formation, i a., maxri lesz divorces, although
other factors, ineluding  particolaxly alterations brovght
about by the depression and World W I, have alss been
important.

For a number of years, however, the nvernge nge ot first
marriage has been 1n the neighborhood of 20 for females

Table l~Clhange in Populaten by Age Groups, (or the United
States Including Avmed Forees Oversens
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and 23 for males, while the proportion of the pepulation
gotting married, tho very substantiolly higher than 20
years ago, has been relatively stable. The average aunual
number of sacb gex in the age group 20 to 24 years is nbhout
equal I:ﬂ}uet. new family formation (see chart of females age
20 to 24},

Since the classes born in the years 193135 when the birth
rate was quite depressed are now in this age group, net new
family forrastion is now ot a relatively low reie. Little
furthay ubx;lnﬁe in the size of the claszes ro mAITiege-
able ape will occur for the nexti few yemrs. During the
decads of the 1980's, however, & subsinntisl rise iz in pros-
pect, and in the latter part of the decade the number reach-
ing these nges will be fully bhalf again as large as at present.

¢ mmplication of this trend mn new family formation is
significant for housing requirements. Though the dernand
for new houses depends upon numerous factors, some of whoae
influences are not readily gauged, the changain the prospects
for pew family formation is so important basic mfluense,
In summary, for the next 5 yesrs, new family formation is
to be ot n rel’ntively Iow rata; it will begin to rise after about
5 Etmrs, ond will ba up substantially in about 10 years. In
other words, basic requirements arising from new family
formation are going to be gquite lnrge withm several yenrs,
though they sre rather low in the yetrs immediately shead.

Since the increase in new fomily formaetion i3 mow «quite
small in relation to rerent bnilding scfivity, the maintenance
of the high current rate for the next few years turns upon
other influences besides new family formation.

Among these, chanpges in the smount of “ecrowding™ or
“doubling up’’ of families in households de not appear ¥
ta be of major importnnce in this ?Fenad The upsirge in
fernily formation at the end of the War, before postwar Eacus-
ing gonstruction had gotten fully underway, resulted in
considerabls doubling up of famihes. Im 1947, there were
newly 3 million mmTied couples who did net hawe their
own bouschold. Since that Hime the number of families
“doubled wp” bas declined steadily, so that it is now only
about hzlf as large as in 1847, and soroewhat amaller than in
1944, The group of approximately 1¥ million conples with-
out zeparate hovseholds at the present is about the same asg
in 1930, following the building boom of the twenties, although
the proportion doabled up is sonsidarably lower now.  About
& ]ﬁmﬂm of married souples did not have their onvm house-
hold in 1830, whereas about 4 percent sre now without o
bousehold of their owm. In tha past 2 years declines in
the number in this group bave been quite small, and further
changes may be of similer magnitude.

The number of people in_the older aga groups iz incrensing
beth becansa of the natursl effect of a growing populstion—
i. e. the rising trend in births o generstion or more earlier—
and the reduction in mortality. These influences sre bring-
ing a rise in the number of older couples. Morsover, with
more adeguate retirement and other supplementary income
for the rising proportion of the population in the upper age

roups, more of these older couples are ahle bo mainkain
%heir own hoveshelds. In addition, thera hag besh o pro-
nounced tendensy in recent years for older pge single per-
gomz—particulnly women—to maintain sepmate households
much more commonly than in asrlisr periods. This “ug-
doubling” or less eonsolidation of families or generations in
s single hovsehold reflects a rising level of real income wich
incrensed employment opportunitisz for women.

Other types of households

In recent years there has ean & trend toward the astablish-
ment or mointenanca of househslds by individuals or gronps
gther than married couplés, reflecting o combination of
influences, including those diseussed sbove.
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Unrelsted individuale, perticulsrly, have established or
mainteined separate houvseholds much more commonly in
recent yeors thon in the pass, Batween 1250 and 1954 there
wea an incresse of 1.2 million in unrelated individuels as
household hesds as comparad with 1.8 million for marriad
couples. In relative terms households of unrelated indi-
viduals incrassad by one-fourth ae eompared with a rise of
only 5 percent for mesried couples. This influence is partially
offset, however, bZ) a tendency for an inereasing proportion
_of the population {o get married. The proportion of married
peraons in the adult population rose from 80 percent in 1940
te 67 percent in 1950 and to 80 percent 1n 1954,

Growth of households

Tn the 2 years ending April 1954, the total number of
houschelds increased at-an sunual rete of 700,000. Theugh
the reported anousl changes are somewhat erratic, perhaps
as o result of technical differences in measurements, there is
1, clear tendency in recent years for the rate of grewth to
slsckon somewhat. This slackening reflocts the smaller
classes g marriageable age in recent years, and a
decline in the rate of uwndoubling of married eouples and
yolated persons. The mediom series projected by the
Census Burean i3 for an average neresas of 625,000 house-
holds prnuslly in the next 5 years.

Fomily Fermation and
Marriageable-Age Woman
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This, the growth in households is now sppreciably smaller
than during the past 15 years, whereas population growth is
at o peak 10 absolute terins and is near the highest peoint of
the past 30 years in relative terms.  These influences would
appear ke be pardy ﬂ'ﬁﬂﬂtrtimti in their cffect upon housing
vequirements. The hizh birth rate tends to make families
desire Iarger living quorters—either additions or o larger
house. Under generslly favorsble econemic conditions,
guc]:]n1 needs lave o strong positive influenes upon the demand

or houses. :
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Shifting population needs

Migration hes brought some incresse in total housing re-

wirements in the United States and has had en important
3'1Eerentia-l effect upon the varions areas. Since the ataly
1920°s immigration from abroad hos been 2 relatively minor
fluence, but internal mizration has been substansial.
Approximately 5 million persens change their residenca
from one State to another sumu;:nl]j,-.rt‘},l apcording to sempla

surveys conducted by the Bureau of the Census, and another
5 million move from I county to anuther.mtfam the sama
State.

To » considerable extent such migration tends to cancel
out in 8 national equivalent of “marsmical chairs,” but thers
are gtrong tides of “net” migration. The oldesi of thesa is
the net movement of population off the farm inte urban
sress. Between 1840 and 1950, the population residing on
farms declined approximately 5 milliph, or nearly one-fifth
and the nuntber of ccoupied farm dwelling unigs declined
gbovt 1 million. The number of farm residences rocated
during the decade was somewhat greater in view of the
gopstrugtion of nearly a million new farm homes during
this pericd. In 1350, about 10 percent of the farm dwelling
whits wers vacant, with most of the vacancies reporied to be
dilapifated, or cthexwize nanveilable for rent or aale.

In the period since 1950, the migralion from the farm has
continued: by 1954, farm pn{:ulat.mn irad deelined snother
3 million ciespit.e a considerahle excess of births over deaths
for the fann population. This continming and substantisl
net migration from forms leaves o considerable number of
vacant dwellings which nre unevailable fer oecupancy and
thus not a park of the effective housing =upply. A roughl
equivalent number of nonfarm housing units (abouyt 800,000
js reguired for these migronts in addition to that jodicated
by the cstimates of housing needs inferred from changes in
total households.

A zecond major net migration iz from the central aveas of
cities t the snburbs. This is reflecied in an increase of 44
percent In dwelling units in the peripheral arsas of standard
metropolitan orens between 1940 and 1950, whereas the
number of dwelling units in central cities rose about one-
fifth during the same period. The substantiai grewth in the
number of dwelling nnits in central cities during the decade
reflected the continwed rmovement of the population toward
matropolitan areas together with seme immigration from
outside consinentel United States. There werz no large
cities which fuiled to grow during the decade, and no extensive
?bﬁndunment of dwalling unitz such as that conyrting on
ArS.

At the time of 1950 census, vacancies in wrban areas were
rvelatively few, averaging 3.5 percent for total vacancies,
about half of which were svailable for sale or rent. Thus
suburbanization had as its major effect the stimulation of
constrestion in the suburbs in preference t¢ the seniral sreas
and may hove had only limited influenes upon total housing
requirements or demand.

The third major net rmigration is the mevement “toward
the sun" —to the far Westarh and Southwestern States and
Florida. ‘In the decade ending in 1960, the number of
dwelling units mereased one-half in the Pacific area and one-
third in the Ssuth Atlantic area ineluding Florida as com-
pared with less than one-fourth jor the United Staies as a
whaole. These trends have continued since 1950 with these
arcns showing & larger number of atarts duving 1950-53 in
relation to total dwelling units chan any other area in the
United States.

The net effect upon tolal housing requivements nationally
i=s largely mlmmrﬁlunaﬁl by lees active construction in
areas where population is growing more siowly or declining.
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To the extent that the net migration is from metropolitan
#reas, the dwelling units left bebind ure larrely available for
cecupancy by others, and thus total housing requiremenis
me little aifected. Om the other hand, net movement from
rural areas and vi]lnghes remote firom metropolitan areas may
add substantially to housing requirements.

Tahla E—Household Stotus ol Farably Groups and Fndividaaly in
the Thaived Stabes
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In any eass the siimulus provided by extensive capital
formation in the rapidly growing areae, b 165 affect
upon _job opportunizies and incomes, exerts indirectly a
ﬁtamuht-ing influence upon the afective demand for new

ing wmits.

Basic demand factors

Althou{gh the physicsl or demographio inflvences npon the
demand for housing sre basic forces, the principal economic
factors are alse of key imporiance. Despite ths g cHOCE
of cach of thess factors, however, much of tha fluctnation
in hovsing demand sppears to be onlfr vagualy related to
corresponding changes im the aveilabla demographic and
aconemic indestors,

Like capital investrmant gen_ern]]{ new housing investment
appears o bebave to a considera le extent autonomeonsly;

us, whila it is conditioned by the types of demographic
factors which have been discussed, as well as chenges in
consumer incorne and price relaiionships, it also exerts nn
independent influenee wpon economic activity. It tends to
form a higher proportion of gross national product when the
latter is Iigh and to form a smnﬂﬁmpnﬂgmn when product
ia depressed; this is only a gen relationship, however,
and there appear to be specinl waves or ¢ clical effects in
lousing activity that are more promoun thon those of
aggregate outpnt, They appear to be sffected by growth
requirements sod the demand siluation in genaral, but the
latter influences appenr to be of varying significance from
one peribd to omother, As a conzequence, comparisons
based upen time series do net show a close and stalle relation-
ship between growth needs and consumer income on the one
hand and residential constroction om the other. Credit
conditions are an bnportant additional determinant of hous-
ing demand, but to a considerable extent changes in the rate

Mny 1903

of residential consiruction cannot be determined by reference
to other series. -

This je illugtrated by & comparison of housing activity in
the ioterwar period and the Iilrmmpnl demographic and
aconomic seriea available, For the period 192240, nonfarm
housing starts werea more closely correlated with population
growth and real disposable income per household then with
other readily availahle series. The price of housss in reletion
bo gria:&a generally and the extent to which starts had ex-
ceeded bousehold formation i the preceding decade were
also signifieant mfluences !

These varizbles combined into a conventional single
regression equetior sppear to move In the same genernl
direction as starts in mosé years, but the extent of the move-
ment is only roughly approximate. Furthermore, the appar-
ent eyele effent instarts iz so large frowm the peak to the trough
during the prewar period, that extrapolations to the postwar
E;ars when the principal demand fectors are considerably

igher than st any time before the war is not approprinte.

Influence of income
Although it cannot be measured m any precise way, it i=

apparant that the infloence of the substantial penaral Mize in
income per spending upit or per household from the prewar

to the postwar od—aceompanied by sn increase in the
number of householde—hss hean 4 basic factor in the strong
postwar housing market. These chenges have brought

sl:un‘]la declines in the numbar of spending units in the lower
and lower-middle income growps and large rises in numbers
o the wpper-middla and higher ingome groups even after
rough adjustments are made for changes in prices. The
general picture of income distribution from the war period
t0 the present is availsble from estimeies of the ce of
Business Economics.?

Although these data cannot be directly related to the pur-
vhase of bouses, information from the Federal Resarve Board
surveys of consumer spending snd ﬁnnn:li;F are stypestive.

The Consomer Financs Survey has fo that purchasers

"of new and used houses ave mora concentrated m the ulﬁlqn
15

income brackets than sre home owners as s group.
appears to reflect somewhnd greater mobility for higher
ineomna familiez as well as a tendency to time purchasss of
houses in prriods when income §s high.

House purchesing waa particulasly concentrated in the
Hpper ineotme groups during the years 1352 and 1653 In

hese yemrs, spending units in the upper third of the income
distribution bought about 60 percené of the houses purchased,
the middle third bought about 25 percent, and the bowar
third about 15 percent. The proportion of families awning
homes was about twice as high in the upper third of the income
distribution 3s in the lower third. ’Fﬁe high propoertion of
families buying housss in the i:gper income groups in these
years appears to reflect the influence of cradit restrictions
which resulted in the leass iberal credit terms of the entire
period sines the end of World War Fl. For earlier years
1947-51, thoss buying homes wers more broadly distributed
throughout the income . but they were not so broadly
distributed a3 home o ip.

Equity of individuals

. Large liquid ssset holdinge have also hed 3 favorable
uence upon the for housing sinoe the and of
World War II. Throughout this pericd the liquid asset

o Fﬁ:%p«hﬂ.mmwﬁmmu the Infuceos of Enanaing Grme b iy
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position of individuele as a group has been mors favorable
than for sny year before the wer for which date are avail-
able, though there bas been some decline in liquidity from
the war yonrs.

The volume of holdiogs of currency, bank deposits, snd
gverm.‘uent securities as estimated by the Secutities Lx-

snge Commission st the end of 1951 wae about equal to
diﬂ;;]psahla insome in that year, This oum]{?a.res with & ratio
of liquid mssets to disposable ineome of shout one and
one-fourth in 1948 gnd four-fifths in 1940. Though liquid
asset holdi sre fairly broadly distribuied by mcome
level, acco to the Federal rve Board Survey of
Consumer Finsnces, steh holdings other than currency ten
to be comcentrated into a vather roportion of total
consuming units. The top fifth of the liquxl asset holders
have about 80 percent of the value of Liquid assets, and the
top two-fifths hold about 95 percent.,

Housing Starts and
Changes in Households
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The gpecific information relating esset holdings to
house purchasers is arzcent sample survey of VA-guarantead
mort; holders. This survey indicated thai those obtain-
ing downpayment lesns had Liquid assets holdings sub-
stantially larger on the average than the required down-
poyment, but 1o information i3 availeble on the distribution
of such gssets among the various buyers, For purchasers
obtaining ro-dowmpayment loans, however, liquid asset
holdings were relatively small.

Holdings of nonliquid assets or equity of individuals are
also an important influence affecting the demand for housing.
Maueh of such equity iz in houses, and the purchase of & house
piten involves the sale of another. Accordingly, the strong
trend in the price of used houses in most of the postwar
pegiod has been an important—though not necessaruly an

independent—influence affecting the sale and henee the con--

struction of wew houses.  As indicebed in the chart on page

19, the sverage price of used houses purchused with %iu

guaranteed loans bas advanced slightly mn the post two years
N0 B
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following extended advences in earlier years. A eimiler
trend geﬂmila for existing houses purchased with FHA-

ins loane,
Mortgage Financing

The role of financing in the demand for housing is of basic
importance. A very ga proportion of funde invested are
borrowed, particularly for the purchase of lower-priced
houses. There is a considerable 1 in dowmpayment re-

wirements and amoriization periods for various types of
ting it any given time. Variations in the terms of
such loans, in the availability of the varicus iypes, n the
interest rate, and in the related specisl fees or charges for
Joans made are important influences affecting the sale of
houses.

The influence of finaneing has been particularly marked
ginge the end of World War Il as other demand influences
bave for the most part only moderately, whereas
substantia!l and sometimes wather abrupt chonges have
oceurred in financing terms, Thus incomes have been high
and rising during most of the period, and housing needs of
& growing population have continued large, olthough not so
pressing as in the immediate postwar years.

In this generally strong demand situstion, changes in eredit
terma and 1 the availability of credit for mortgage lending have
been important infleences, Relaxation in credit termsin 1949
and early 1950, and again during 1954 eoincided with. expan-
gioh in new house construction and sale. These two periods
of credit ease were preceded by liberalizotion in lending regu-
lations, and io both instances by a slackening in the demand
for funds by business. In addition, the Govermnent pursued
an active credit-ease policy dunnf aach of these periods.
An increase in unmnpﬁyment and # leveling off in prices
aenernlly made rescurces readily availeble for activating the
wenerally strong demand situation for new houses. Relativo
stability in construstion costs tnd in the price of new hovses
prevailed in ench of these two perieds of expanding con-
shrustion. :

FHA Financing

A briaf review of real sstate credit developments in 1948
and enrly 1950 suggests the importance of credit relaxation
in expsnding the merket for houscs in the period befors
Juna 1050. Provisions regulating EHA ivsured morigages
for mingle fumily homes snd for the construction of rental
projecta weze liberalized in mid-1948. The maximinn smount
that eould be inisured and the maximwm ranges for 80 percent
and 90 parcant mortgages were incrensed, parily to cover
hipher costa of construction. MW up to 95 percent of
the value of the property were provided for gwner-cecupied
homes in the lower price breckets. Matunties were
lengthened. The Housing Act of 1948 had as 3 chief purposa
stiroulation of housing in the lower price and rentsl ranges.
The changes in the law contributed to a suhstantinl ¢esin
in the morigage market, and an enlarged flow of credit bot
with and without Federal support became availahle on sasy

tﬂrmSH

The ratio of Ioans to value of property insnred by FHA un-
der Section 203 for new single-family houses mereased in 1949,
and the pumber of units sterted wnder FHA inspection rose
from 204 000 in 1248 to 362 000 in 1949 and 487,000 in 1950.
During thie period the combination FHA first trust and VA
second trust loans, characterized by low downpayments,
waore widely used. Of the VA firat mortgage loans (Soction
501} the proportion with no downpayment required rose
from 24 percent in 1948 o 34 t in 1940 and 44 per-
cent in 1050, Iun April 1950, the legal maximum intercst
sote for FHA insured mortgages waggloxwad from 4% por-
cont to 4¥ percent 55 a part of the genernl relaxabion in
mortgage cradit tarms.
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In July 1950 specific xorigage credit regulations were
sdopted. to resirain the housing market, but there is & con-
siderable haiwaen chonges In regulation: nﬁeﬂﬁn.%]npph-
cnurtlons for loans anggltlha effects upon tfﬂ.e sale of 4:‘f'lua!t‘.“:‘i-'.

ite progressive tightening in terms for jorigage lend-
ing in the lutier part of 1950 including ths reimpasition o
Regulation X by the Federal Reserve Doard, the tighteni
in eredit waz little fell daring the latter half of 1%50
was only paridelly effective in 1951, As shown in the ne-
COPEE chart, cradit tions were more fully affec-
tive in 1952, R tion 3. was relaxed in June 1952 and
suspended in Apnl 1953, but there was some lag before any
substantial relaxation in {ean requirements was observable.

Nn-l:iawnpayrﬁant VA Loans

as a percent of totol VA-guaranfesd
primery home koans
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For the group of borrowers finaneing their pirchases with
FHA insured ioans, datailed records of financing ferms in
relation t¢ income indicate that liberalization of credit
terms davaloped on]iy gradually after the suspension of
Ragulation For lower-priced houses, the proportion of
loan to2ale price was higher than for mmiddis- an upper-priced
houses, as provided in legal requirements eoncerning maxi.
mum loans. Even in lower-priced housing, however, down-

ymment requiraments as lata as 1054 were still substantial
f:vara inp around 10 percent), and the ratio of current
munt.h%;fn using costs to income was no higher fan the 15

eroent, average for all single-family homes meured by FHA.
?['hough these datn include the latter hall of 1954, when the
maximum parcantage «f the pmfpar&y value which eould be
borrowed was increased, most of the loans made were based
upon apg]imtinns made prior to the refaxation in [ending
Lerms, ingly, ihe effects of the relaxation in terms
sre mot evidend 1o these figurss and subsequent dats are
not availedle, '

Limited mmformation on ecuwrrent mor landing other
then Government insnred or guarantsad loans indipates that
the general easing in credit n 1954 and the reduction in
demand for funds for other purposes made loans more
rendily available on generally improved terms for borrowers.

May 1905

proporticn of the total price of the house represented
by the pr loan and the amoriization perviod were sub-
tantially less, however, than for Government insured and
guartnteed loans,

Easier terms for VA loans

For VA mortgsge lezding, o progressive sesing in terms
during 1953 1054 is reflected in the chart showing the
propoertion of 100 percent logns by VA and the proportion
Witcgo maturities over 25 years. Though VA losns are not
representative of home financing generally, they ars en im-
portant part of the total and are the group for which ax-
pansion was most marked in 1954 and early 1958, Further-
more, sotre of tha influences which led to liberalization of
terms on such loans affected other t.fype,s of lending as well.

Fho low point in. the propoertien of no-dewnpayment loans
guaranieed by VA was reached in the third quarter of 1952,
aftar which proportion of such Ioans rose continuously

through the first quarter of 1956, There wns only a slow
riza in such loans through 1953 with the no-downpayment
loans reaching 11 percent of total VA loang closed m the
final quaiter of that year. The rise waz accelerated in 1954,
howaver, with en advence fromm 15 percent in the first
quarter to 37 percent in the last quarter and some forther

rise in early 1955. _ :

Distribution of VA-Guaranteed Home
Loans, by Years of Maturity

Longer malurities have become more common
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The same general pattern of easing charscterized the
maturities of loans closed, except that the inereass in meturi-
ties was rather gradual through the second quartey of 1854,
Up to that point, a noticeabla shifting from lower maturicy
losns to 25-yenr maturifies was ewident, with the labier
becoming more common than all the lonns for maturities less
than 25 vears wheress it had been less common i esrlier
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guarters. . Loane with matorities over 25 years—chiofly
20-year loans—hand risen to nesrly one-fifth of the total by
the second quarter of 1954. These moderate increases In
maturities were accompapied by ne expsasion in total VA
home loans closed, but VA requests for appraisels for new
home construction rose to double the rate » year earlier
pt!'esgapng the substantial rise in VA loans in the second half
of 1054,

Only sfter mid-195¢ did the easing in credit_terms affect
a substantial portion of buyers. [n the Iattar half of 1954,
out of about 250,000 primary loans guarantesd by the VA,
approximately 75,000 had maturities over 25 years—about 3
times a3 many o6 in the firet half of the ynsr. A sinular
encing in downpaymert requirements brought the totel of
VA loans for the fall purchase price to 86,000 in the latter
half of 195¢, or nearly three times ss many as in the first
half. As showm in the accompanying chart, gasing in mort-
gage terms continued throughout 195£, end in the early
monthe of 1955. In Jenuary and Februwary out of a total of
ahout 110,400 primary loans closad, 40 percent were for the
full purchasze price and a similar proporéion was for more
than 25 yeors maturity.

The total number of houses financed through VA whose
owners at the present tima have littlo or no equnity in their
hormes it guite s minute fraction of all morégages outstanding
but in terms of current mortgags rwﬂrda;x}ga snd purchases of
lipuses, the proportion with very Liberal credit terms is a
substantial share of the eantire market. Thoze buying
Liouses as early as 1950 have seen o considersble appreciation
in building costz and prices since they bought snd have
ohtained some increase in aquity In the intervening years.
For the mext 2 years, 1952-53, mortgage terms were not
particularly favorable, Some downpayment was required—
about 18 percent was typical for FILA borrowers, between 10
and 15 percent for VA loans, and considarebly more for con-
ventionnl Borrowers. Thus, in general, the borrowers for
]tl.he.- years preceding 1954 have an appreciable equity in their
100 Es,

In the absence of a considerable decline in the price of
houses, the total equity position of such buyers 45 a group
has been enhanced by the purchasa of 2 house, though they
may have had a large rise in debt.

’IYha affect of ensier credit terms vpon the buyer of & si.nﬁle-
family house may be indicated by specific illustrations. For
homes insured by FHA, the minimum downpayment raquire-
ments for & $15,000 house were reduced {rom about $3,000
10 $2.000in mid-1954. The mazimum period of amortization
whs lengthened from 25 years to 30 yesrs, & che that
reduess monthly repayment charges on any given loan =
little less than 10 percent. Thus, while the loan would be
larger with the reduced downpayment, if in addition the
amortization period were lengthened from 25 years o 50
FOurs, would be little change in monthly payments.

For homes financed under leans guarantead by VA,
monthly opernting statisties indicate average changes in
downpayments, In the fivst quarter of 1955, the nverage
purchase price for new homes financed by VA primary loans
was about $12,100, an meresse of 3300 from & yenr earlier.
The nverage downpayment for these hornes was $640 in the
first quarter of 1955, a litile more than half as much as o
year earlier. Though no exact compatrisons are available on
the change in muturities for loans, in the upgmnﬂ}r typical
instance m which maturity was increased by 5 years (see
accompanying chort}, o shghtly smaller monthly payment
was required In the first quarter of 1955 than a year emlier.
About twice aa many VA losns were closed on naw houses
i the first qurter of 1955 as were closed a year errlier.

A rather Emportant part of the ﬁ::)lﬁrnl housing picture is
the sustained demand for existing homes, As shown in the
sccompanying chovl the avarage price paid for existing houses
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Average downpayment on VA-guaranteed
loans has declined for new homes . . .
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financed with VA puaranteed loans has been fairly stable
during the past 2 years. There has been some decline in
the siza of dowmpayments for existing houses Euml;nsed with
VA lonns but downpaymenis average appreciably higher than
those moade for new homes.

Requests for VA appraisgls for proposed home construction
have been running about double a year earlier and applica-
tionz for FHA commitmanis are moderatley higher than in
the ecorresponding monihs of 1854,

Summary

The current sirong demond for housing is based upon the
joint influence of basic Fh;,rsiml and eeconomic factors. The
affect on demand of » lower rate of family formation thon
that prevailing earlier in the postwur period has been offzet
hy sontinued rapid incresse in the population with result-
ing pressurs for larser living quarters, and by substantial
miernsl ymzration. Credit conditions sppear éo have been
egpecislly important in_the rise of residentinl censtruction
in the past year. Purchasing terms continue to be
favorable and mortgage funds are in gl-zod sup‘:{)]y despite
B0me ing in the money market. A large rising flow
of income his been the central influence suppurﬁ% the high
volurze of residential activity, pamitting the influence of
ather factors 1o be widddy opermtive,



